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CALIFORNIA ALTERNATIVE ENERGY AND
ADVANCED TRANSPORTATION FINANCING AUTHORITY

Request to Approve a Time Extension for the
Initial Term of the Regulatory Agreement?!

Hat Creek Bioenergy, LLC
Application No. 20-SM018

Tuesday, January 17, 2023

Prepared By: David Palsha, Program Analyst

SUMMARY

Applicant — Hat Creek Bioenergy, LLC
Location — Burney, Shasta County
Industry — Biomass Processing and Fuel Production
Project — New Biomass Processing and Fuel Production Facility (Alternative Source)
Total Amount Qualified Property Approved- $12,680,000
Estimated Sales and Use Tax Exclusion Amount at Approval? — $1,060,048
Amount of Time Requested —
e Requesting a one-year and six-month extension, until September 17, 2024, for the Initial
Term of the Regulatory Agreement (a total of four years and six months from the date of

initial CAEATFA Board approval of March 17, 2020)

Staff Recommendation — Approval

L All capitalized terms not defined in this document are defined in the Sales and Use Tax Exclusion Program’s
statutes and regulations.

2 This amount is calculated based on the average statewide sales tax rate at the time of initial approval, which was
8.36%.
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REQUEST

On March 17, 2020, the CAEATFA Board approved a Sales and Use Tax Exclusion (“STE”)
award for Hat Creek Bioenergy, LLC (the “Applicant”) for the purchase of up to $12,680,000 in
Qualified Property to build a new biomass processing and fuel production facility in Burney (the
“Project”). The Regulatory Agreement (“Agreement”) initial term provided the Applicant with
three years from the date of Board Approval to utilize its STE award.® On August 17, 2021, the
CAEATFA Board approved the Applicant for a six month and 15-day extension of the 15%
Purchase Requirement of the Agreement from its original termination date of

September 17, 2021 to accommodate delays due to the COVID-19 pandemic.

As of November 30, 2022, the Applicant has used the STE award to purchase $1.9 million of
Qualified Property (15% of the total Qualified Property approved). The Applicant is requesting
to extend the Agreement initial term by one year and six months to accommodate delays with the
utility interconnection approval for the Project resulting from the COVID-19 pandemic.

The Applicant states the delay with Pacific Gas & Electric (“PG&E”) approving the utility
interconnection is not allowing it to meet the full purchase requirement before the initial term of
the Agreement expires. According to the Applicant, COVID-19 and the California wildfires have
impacted PG&E’s ability to stay on schedule with the planned utility interconnection timeline,
however, the Applicant is now expecting an approved agreement from PG&E by January 2023.
According to the Applicant, it is currently finalizing several contracts and purchase orders for the
remaining STE after experiencing material pricing and shipping issues and vendor bidding issues
due to sick leave. The extension requested reflects the expected timeframe the Applicant can
efficiently contract, order and schedule payments for the Project’s remaining Qualified Property.
The Applicant states there is no change to the scope of the Project and that the anticipated
18-month construction timeline will follow promptly after the interconnection is approved.

The initial term of the Agreement can be extended by the Board upon a finding that an extension
is in the public interest and advances the purposes of the STE Program.*

3 California Code of Regulations Title 4, Division 13, Section 10035(b)(1)
4 California Code of Regulations Title 4, Division 13, Section 10035(b)(1)(B)
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THE APPLICANT

The Applicant is a California limited liability company established in 2017 to convert
sustainably sourced wood into a renewable gaseous fuel (termed producer gas) that can be used
to produce heat and electricity at the Project.

The ownership structure of the Applicantis as | The company officers of the Applicant are:
follows:

[ ) Peter T. Paul, President
2006 Paul Partnership, LP (45%) Kristen Decker, EVP, Secretary and CFO
Peter T. Paul Living Trust (55%)

HC Project, LLC
(100%)

Hat Creek Bioenergy, LLC

THE PROJECT

The Applicant’s Project will convert raw forest biomass to produce gas that can ultimately be
used for renewable heat and electricity. The Project will use gasification to extract the gaseous
fuel from biomass feedstock collected from nearby forest restoration projects. Specifically, the
Applicant will obtain the biomass feedstock from nearby forest restoration projects, including
dead trees resulting from years of drought and the related bark from beetle infestation of fir and
pine trees throughout the California Sierra Nevada and 11 nearby states. According to the
Applicant, the biomass feedstock would otherwise be piled and burned or chipped and left to
decay in forests.

The Project’s facility will utilize approximately 32,000 bone dry tons (BDT) of woody biomass
per year to produce 546,000 MMBtu of producer gas. The Applicant stated that a feedstock
supply study conducted by the Watershed Research and Training Center of Hayfork, California,
identified an annual available feedstock supply of 363,000 BDT of woody biomass harvested
within a 50-mile radius of the Project site, confirming a significant excess supply of forest
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feedstock in the region. The Project will procure its biomass feedstock from both public and
private landowners.

In addition to producer gas, the facility can be operated to generate biochar as a value-added co-
product. Biochar is a material with high levels of fixed carbon that can be used as a soil
amendment or for filtration media. According to the Applicant, biochar enhances the soil’s
biological productivity and its water-holding and fertilizer-holding capacity, which provides crop
nutrition and improves plant growth.

The producer gas created at the facility will be used to generate 3,600 kW of electricity, of which
600 kW will be used to power the facility and 3,000 kW will be exported to Pacific Gas &
Electric (“PG&E”) through the Bioenergy Market Adjusting Tariff program. The Applicant has
secured a power purchase agreement with PG&E. The portion of the electricity generating
equipment needed to prepare the biomass and operate the gasification process was included in
the original Application.

AGREEMENT INITIAL TERM EXTENSION REQUEST

The Applicant has requested that the initial term of the Agreement be extended from
March 17, 2023 to September 17, 2024, in order to accommaodate utility interconnection delays,
which further impacted the purchasing and installation of equipment for the Project.

Staff Evaluation

According to the Applicant, purchases of Qualified Property were outside the Applicant’s control
due to the extraordinary circumstances of the COVID-19 pandemic causing delays in the
facility’s construction and purchasing timeline. Staff has considered that the Applicant could not
have foreseen the delays by PG&E in approving the utility interconnection. While the Applicant
has experienced some delays, it is expecting an approved agreement from the utility provider by
January 2023. Applicant states it is currently finalizing several contracts and purchase orders for
the remaining STE. The extension requested reflects the new construction timeline of 18-months
following the interconnection approval at the beginning of 2023 and the expected timeframe the
Applicant can efficiently contract, order and schedule payments for the Project’s remaining
Qualified Property.

Based on this information, Staff believes extending the initial term of the Agreement will allow
for the Project to be completed, and is, therefore, in the public interest and advances the purposes
of the STE Program.

LEGAL QUESTIONNAIRE

Staff reviewed the Applicant’s responses to the questions contained in the Legal Status portion of
the Application. The responses did not disclose any information that raises questions concerning
the financial viability or legal integrity of this Applicant.
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CAEATFA FEES

In accordance with STE Program regulations,® the Applicant has paid an additional fee of $2,000
because extending the initial term qualifies as a modification to the Applicant’s Agreement.

RECOMMENDATION

Staff recommends that the Board approve the Applicant’s request to extend the initial term of the
Agreement by one year and six months to September 17, 2024 as it is in the public interest and
advances the purposes of the STE Program.

Attachments

Attachment A: Hat Creek Bioenergy, LLC’s letter requesting waiver (November 18, 2022)
Attachment B: Hat Creek Bioenergy, LLC’s staff summary at the time of approval

> California Code of Regulations Title 4, Division 13, Section 10036(c)(1)(B)
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RESOLUTION APPROVING A TIME EXTENSION FOR
HAT CREEK BIOENERGY, LLC’S INITIAL TERM FOR
THE REGULATORY AGREEMENT

January 17, 2023

WHEREAS, on March 17, 2020, the California Alternative Energy and Advanced
Transportation Financing Authority (the “Authority”), a public instrumentality of the State of
California, approved a Sales Tax Exclusion (“STE”) in the amount of $12,680,000 of Qualified
Property for Hat Creek Bioenergy, LLC (the “Applicant”); and

WHEREAS, within three (3) years of approval by the Authority, the Applicant must
make all Qualified Property purchases (STE Program regulations Section 10035(b)(1)); and

WHEREAS, upon a finding that it is in the public interest and advances the purposes of
the Program, the Authority may waive the requirement that all purchases of Qualified Property
be made within three (3) years of Application approval (STE Program regulations Section
10035(b)(1)(B)); and

WHEREAS, the Applicant has requested a waiver of the requirement to purchase all of
the Qualified Property within three (3) years, due to unexpected delays in the Project timeline,
extending the term by one (1) year and six (6) months to September 17, 2024; and

WHEREAS, granting the waiver will allow the Project to proceed and the state to receive
the anticipated environmental and economic benefits that justified the initial approval of the
Project in accordance with the law, thereby advancing both the public interest and the purposes
of the Program.

NOW, THEREFORE, BE IT RESOLVED by the California Alternative Energy and
Advanced Transportation Financing Authority, as follows:

Section 1. The Authority finds that it is in the public interest and advances the purposes
of the Program to extend the Applicant’s initial term of the Regulatory Agreement to
September 17, 2024.

Section 2. This resolution shall take effect immediately upon its passage.
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Attachment A: Hat Creek Bioenergy, LLC’s Letter Requesting Waiver (November 18,
2022)

A-1
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